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RÉPONSES DE OPTION CONSOMMATEURS ET DE L'ACEF DE L'OUTAOUAIS

AUX DEMANDES DE RENSEIGNEMENTS DE LA RÉGIE DE L’ÉNERGIE  

RELATIVE À LA CAUSE TARIFAIRE DE SCGM

D.1
Référence :

page 13, paragraphe 1

Question

Donnez une estimation de l’évolution du prix des entrées dans l’industrie (« industrie input inflation trends ») pour l’année témoin. Spécifiez la source de vos données et la méthode de calcul.

Response:
The evidence states: “In my opinion, a constructed inflation index reflecting the mix of labour and materials that make up O&M costs, not just for Gazifère, but reflecting industry input inflation trends, would constitute a better inflation measure than the Canadian CPI…” 

As noted in our footnote, this statement is corroborated in OEB EBRO 497‑01, Evidence of Johannes M. Bauer.  Referring to Enbridge’s PBR proposal which used Ontario CPI as the inflation proxy, Dr. Bauer stated on page 13 of his evidence, the following:

The Ontario CPI is presented as an external measure of input price inflation and not a standard reflecting industry input inflation trends.  Thus, it is not a desirable variable in defining the performance target on a forward-looking basis.

A suitable input price index is not currently available but could be developed for use in the future.  The development of an index reflecting industry input inflation trends is outside of my mandate in this proceeding. However, it would be appropriate for Gazifère, in cooperation with other energy utilities that are moving into PBR regimes, to develop an industry input price index for future use.  Adoption of the resulting index would, of course, be subject to the Régie’s approval. 

D.2
Référence :

page 14, paragraphe 4

Question

Élaborer sur votre recommandation de fixer le facteur de croissance à la moitié du taux de croissance de la clientèle. Déposez tous les documents appuyant votre recommandation.

Response:
As noted in my evidence, on pages 14 and 15, should the Régie accept a mechanism that includes customer growth in the formula, I recommend that the Régie invite Gazifère to file evidence breaking down the company’s O&M budget to demonstrate the extent to which these costs increase in direct proportion to customer growth. 

Until the company has filed this evidence, I have recommended the growth factor to be set at one-half of the rate of customer growth.  This recommendation recognizes that the true relationship is not known.  However, in the absence of any detailed calculation from the company, it is my view that the most reasonable assumption is that one-half of O&M costs increase proportionately with customer growth.   This assumption recognizes that some, but not all costs increase with the number of customers.  If the company believes that this assumption underestimates the true impact of growth on O&M costs, this approach will act as an incentive to the company to file an analysis of its O&M costs providing a more accurate customer growth factor in its next rate case. 

I would also note that the impact of growth in the short run will be much less than the longer run impact.  Hence, the assumption that the impact of growth will be modest is appropriate given the short time period (one year) until this assumption can be revisited.

D.3
Référence :

page 15, paragraphe 1

Question

Donnez votre recommandation (en terme de points de base) sur ce qui constituerait une majoration appropriée du « stretch factor » pour refléter les économies d’échelle qui résulteraient du taux de croissance élevé prévu par Gazifère.

Response: 
As noted in the response to information request D.1, I am recommending that Gazifère develop a creditable index of input prices, preferably in cooperation with other Canadian energy utilities.  Further, the response to information request D.2 reiterates my recommendation that the company be invited to provide a detailed analysis of O&M costs to determine the portion that increases with customer growth. Until these analyses are provided, I am unable to recommend a stretch factor that is supported by empirical evidence. 

The best we can do, if the Régie adopts an O&M PBR regime in the current rate case, is to exercise reasonable judgement in establishing a stretch factor that reflects the various uncertainties inherent in the proposed formula.  If the company believes that further evidence would demonstrate that a lower stretch factor is appropriate, it will be able to file that evidence in its next rate case.

D.4
Référence :

page 17, paragraphe 2

Question

Donnez une estimation de l’évolution de la productivité de l’industrie pour la période du plan. Spécifiez la source de vos données et la méthode de calcul.

Response: 
In recent years there have been several studies of Multi-Factor Productivity (“MFP”) and Total Factor Productivity (“TFP”) filed by utilities and intervenors in regulatory proceedings that estimate industry and company specific productivity trends.  These include major studies of the telecommunications industry filed in the CRTC Price Cap proceeding, the evidence filed by Enbridge and VECC in EBRO 497-01 and the Gazifère’s evidence.  The only study that provides a productivity estimate for the natural gas industry is the evidence of Dr. John Norsworthy for a coalition of intervenors (CAC/IGUA/OCAP) in EBRO 487.  He derived a TFP of 2.29% for non-gas costs for the Canadian natural gas industry based on data for the 1987 to 1995 period.  It should be noted that non-gas costs include capital costs as well as O&M costs.

D.5
Référence :

page 19, paragraphe 3

Question

Spécifiez, en terme de points de base, ce que vous considérez « an aggressive stretch factor ».
Response:
Typically, a stretch factor is used for one or a combination of the following reasons:  (i) to reflect the efficiency benefits resulting from the replacement of traditional regulation by incentive regulation while providing an incentive for the company to reduce its O&M costs; (ii) to compensate for factors in the formula which overstate inflation in O&M costs; or (iii) to provide explicit upfront benefits to consumers for a variety of reasons.  In our evidence, we recommend that “an aggressive stretch factor” be implemented in the case where the proposed O&M sharing mechanism is not rejected in order to ensure that customers gain a demonstrable benefit from the proposed PBR regime.  

Given that the proposed sharing mechanism reduces the existing customer share derived from the surplus saving mechanism (from 50% to 25%), there is a need for an additional consumer dividend to compensate for the reduction in customer share.  Our first recommendation would be to reject this mechanism outright.  However, if the mechanism is accepted, we would recommend an “aggressive stretch factor” to compensate for customer losses from the surplus sharing mechanism.  The “aggressive” element represents a stretch factor over and above a stretch factor adopted for reasons (i) and (ii).  The exact quantification of this factor is a matter of judgement as it represents the customer dividend required to counter-balance the increased share of savings flowing to the shareholder.

D.6
Référence :

page 21, paragraphe 1

Question

Donnez votre recommandation (en terme de points de base) sur ce qui constituerait une variation assez importante pour provoquer une révision du plan.

Response:
Off-ramps are contingency provisions for extraordinary events that could trigger a premature review of the plan.  My primary recommendation with respect to off-ramps is that the implementation of any off-ramp should be symmetric in nature.  The magnitude of the variation that will trigger an off‑ramp is less important than its symmetry.

In the telecommunications industry the CRTC adopted, for several years prior to the introduction of price caps, that no adjustments would be made to rates unless there was a 100 basis point variance from the allowed return on equity.  This would be the minimum threshold that might reasonably trigger off-ramp treatment.  In my view, a larger variance, say 200 basis points would be acceptable.  As a practical matter, it is my view that the company should indicate in advance the magnitude of the variance that would result in unacceptable financial difficulty.  This figure should then be used to establish a symmetrical variance that would trigger off-ramp treatment.

In other jurisdictions there has not been any off-ramps triggered, nor has a trigger point been explicitly established.  Where the trigger point has not been specified, there is risk that negative variances are more likely to result in an off-ramp application by the utility than that a symmetric positive variance will result in an off-ramp application by other parties.

D.7
Référence :

page 21, paragraphe 2

Question

Donnez une liste d’éléments qui pourraient être considérées comme des facteurs Z.

Response:
In  my view, the list of Z-factors should be narrowly defined.  Conceptually, Z-factors should be limited to costs that are entirely outside the control of management.  Few items are totally uncontrollable.

Without a very clear and explicit list of Z-factors there can be a high risk that the utility will seek Z-factor treatment for as many cost items as can arguable fit the definition.  This can lead to gaming of the system and can undermine the objective of reducing regulatory costs.

It is therefore my proposal that the Z-factors be clearly identified in advance.  Z-factor events should be limited to (i) externally imposed tax and accounting changes, (ii) regulatory requirements changes, and (iii) force majeure events. 

D.8
Référence :

page 22, paragraphe 3

Question

Élaborez sur la différence entre la proposition de Gazifère et votre recommandation en ce qui a trait à l’alignement « true-up ».
Response:
The difference between the Gazifere proposal and our proposal regarding true-up is that the target in our proposal would be trued-up to incorporate the actual inflation and customer growth at the end of the test-year when the closing of the books occur.  This approach removes any concern about inequities that result from forecast errors whether intentional or not.

In the Gazifere proposal the forecasted inflation and customer growth numbers projected to develop the target are not adjusted to reflect the actual values during the year.  Consequently, the targets figures, which the actual results would be compared, would be based on forecasts of customer growth and inflation.  Determination of the forecasts to be used for setting rates will be contentious because the numbers used will determine the sharing of benefits rather than actual economic trends and company performance. 

D.9
Référence :

page 25, paragraphe 26

Question

Élaborez sur les mesures mises en place en Colombie-Britannique pour contrôler les dépenses en capital.

Response:
The BC Gas Agreement includes a capital investment mechanism that involves the setting of a target level of investment in relation to specific cost drivers (e.g., customer additions is the driver for the total capital cost of customer additions and the target is based on the cost per customer add).  To the extent the actual costs vary from the allowed target levels, the difference is phased into the rate base over a three-year period.  More specifically 66.7% of the variance is excluded from rate base in the immediately following year, 33.3% in the subsequent years and the variance is fully reflected in rate base in the third year.  

West Kooneey Power, the first PBR scheme approved by the BCUC, has a much less significant capital investment mechanism. While it is similar to the BC Gas mechanism in that there are capital cost targets, the variances are fully included into rate base the year immediately following the test year. 

D.10
Référence :

page 30, paragraphe 2

Question

Si possible, ventilez votre recommandation en ce qui a trait au « stretch factor » en 2 catégories : 

1. Pour compenser pour l’utilisation de l’IPC (page 13);

2. Pour refléter les bénéfices résultant du remplacement de la méthode de réglementation traditionnelle par une méthode incitative (page 17).

Please refer to response D.5.

